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TO: Each Supervisg

FROM: Mitchell H. Kat:

@JDirector

SUBJECT: DEPARTMENT OF HEALTH SERVICES’ (DHS)
FISCAL OUTLOOK (BOARD AGENDA, ITEM S-1
DECEMBER 18, 2012)

This is to provide DHS' fiscal outlook for Fiscal Year (FY) 2012-13,
updated since our last Budget Committee of the Whole report to the
Board on June 19, 2012. The Department is currently projecting a
surplus of $0.7 million for FY 2012-13 (see Attachment I).

The Department’s fiscal outlook report is provided to the Board at
regular intervals and usually addresses the current year and one future
fiscal year. However, as further explained below, the report being
presented to the Board at this time addresses only FY 2012-13. The
Department will return to the Board and provide its projections for FY
2013-14 at the next Budget Committee of the Whole scheduled for
March 2013.

FY 2012-13 Revised Estimates

The current fiscal year, FY 2012-13, represents the first full year of the
transition of Seniors and Persons with Disabilities (SPDs) into Medi-Cal
Managed Care. As previously reported, SPDs were phased into
managed care with full transition just completed in May 2012. Since the
end of the transition period, the Department has compiled, analyzed,
and refined SPD data from its various systems and developed projection
models to estimate costs and revenues for this population. Based on
the new models, the Department has revised its FY 2012-13 full-year
estimates for costs and revenues associated with this population.

For the Healthy Way LA (HWLA) matched program, the first full year of
implementation was FY 2011-12. The Department has developed a
similar projection model for HWLA costs and revenues and, based on
the new modeling, has revised its FY 2012-13 full-year estimate for
HWLA.

The Department is also modeling potential scenarios related to the
January 2014 beginning of federal Health Care Reform and its potential
impact on the Department. At the next Budget Committee of the Whole,
the Department’s forecast for FY 2013-14 will include the revised
projections for SPDs and the HWLA matched program, as well as the
anticipated impact of Health Care Reform.
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Pending Issues That Could Impact FY 2012-13 Fiscal Outlook

The State’s transfer of SPDs from fee-for-service (FFS) to managed care includes an
arrangement with counties that they continue to fund the non-federal share of SPD Medi-
Cal inpatient services at their public hospitals.

L.A. County’s arrangement with the State is more complicated than other counties
because of CBRC, i.e., the cost-based reimbursement program under which the State
has agreed to continue to reimburse the Department at cost for managed care SPD
outpatient services. The Department has been in discussions with the State on key
technical issues related to the SPDs. Depending on how these issues are resolved,
there could be a negative fiscal impact of up to $20.0 million on the FY 2012-13 forecast.
The Department expects to come to an agreement with the State by the end of this
calendar year.

Another issue that could impact the FY 2012-13 forecast is the Mental Health State Plan
Amendment (SPA), originally filed with the Centers for Medicare and Medicaid Services
(CMS) in 2009. Approval of the SPA remains pending at this time; however, the State
has indicated that CMS approval is expected by the end of this fiscal year. The payment
would be retroactive to 2009 and is valued at approximately $32.6 million. On an annual
basis going forward, the value of the SPA is estimated to be $6.9 million.

Also still pending with CMS is approval of the Low-Income Health Program (in Los
Angeles County, known as HWLA) capitation payment amount. The Department is
expecting CMS approval of the rates by the end of this fiscal year. The capitation
payments would be retroactive to July 2011.

Attachment Il provides information on key workload indicators, e.g., days and visits, by
facility, comparing FY 2011-12 actual data to FY 2012-13 projections.

The Department continues to make the changes necessary to adjust froma FFS to a
managed care environment and to determine where efficiencies can be implemented to
control costs and achieve savings.

If you have any questions or need additional information, please let me know.

MHK:aw
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